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SUBJECT: Enployer Child Care Start-up & Qualified Care Plan Contributions
Credit/ Eli m nates Repeal /|l ncrease Anpunt

SUMVARY

Under the Personal |ncone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would remove the sunset date of the Enployer Child Care
Program and the Enployer Child Care Contribution Credits. This bill also would
i ncrease the amount of the contribution credit from $360 to $600 for each
qual i fied dependent.

EFFECTI VE DATE

This bill would apply to taxable and i nconme years begi nning on or after
January 1, 1998.

LEG SLATI VE H STORY

SB 722 (Stats. 1988, Ch. 1239); AB 802 (Stats. 1989, Ch. 1352); SB 227 (Stats.
1991, Ch. 476); SB 1863 (Stats. 1992, Ch. 816); AB 2688 (1994); AB 3144 (Stats.
1994, Ch. 748); AB 642 (1997).

H STORY

These two enployer child care credits were created by SB 722 (Stats. 1988, Ch.
1239) with a sunset of January 1, 1992, that |ater was extended to January 1,
1998. The Enployer Child Care Programcredit was for 30% of the costs of starting
a child-care programor facility. TheChild Care Contribution credit varied in
anount based upon whether contributions were to a full- or part-time qualified
care plan for dependents of enpl oyees.

Over time, these credits were anended to change certain definitions, the eligible
age of the dependent of the taxpayer’s enployee, the percentage of the costs paid
or incurred that qualify for the credit, and the anmounts of the credits.
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SPECI FI C FI NDI NGS

Exi sting state lawall ows enployers a tax credit, known as the Enployer Child
Care Program Credit, equal to 30% of the cost paid or incurred for (1)
establishing a child care programor constructing a child care facility in
California to be used by their enployees' children and (2) contributing to child
care information and referral services. Building owners also are allowed a
credit equal to 30% of their costs to establish a child care programor facility
to be used by their tenants' enployees' children. The anpunt of the credit is
limted to $50,000, even if 30% of the taxpayer's expenses exceeds $50, 000, but
to the extent that the allowed credit cannot be used, a credit carryover is
permtted. The carried-over anobunt may be added to any credit for that
succeedi ng year, with usage still limted to $50, 000.

Exi sting state lawall ows enployers a tax credit, known as The Child Care
Contribution credit, equal to 30% of the cost paid or incurred for contributions
to a qualified care plan made on behal f of any dependent under the age of 12 of
the taxpayer's California enployee, but only to the extent contributions were
made directly to child care progranms or providers. The amobunt of the credit
cannot exceed $360 in any year for each qualified dependent.

These credits are avail able for taxable or incone years beginning on or after
January 1, 1995, and before January 1, 1998, and nmy be carried over until
exhausted. These credits will remain in effect only until Decenber 1, 1998, and
as of that date the laws allowi ng them are repeal ed.

This bill would continue the credit and elinmnate the sunset and repeal dates,
maki ng the operation of these credits indefinite.

This bill also would increase the anmount of the Contribution credit allowed for
each qualified dependent from $360 to $600. This bill also would make m nor
techni cal changes.

Pol i cy Consi derations

Sunset dates generally are provided for credits to all ow periodic review by
the Legislature. This bill would elimnate, rather than nerely extend, the
sunset date of these credits.

| npl enment ati on Consi derati ons

This bill would not significantly inpact the department’s prograns and
oper ati ons.

FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inpact the department’s costs.

Tax Revenue Esti mate

Revenue | osses for this bill are estimted as foll ows:
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[$ In MIlions]
1998-9 1999-0 2000-1
Bank & Corporation Tax ($15) ($17) ($20)
Personal |ncone Tax (%$2) (%$2) (%$2)
Tot al ($17) ($19) (%22)
This bill would be effective with incone/taxable years beginning after

Decenber 31, 1997, with enactnent assuned after June 30, 1998.

Thi s anal ysis does not consider the possible changes in enploynent, persona
i ncome, or gross state product that could result fromthis measure.

Tax Revenue Di scussi on

Revenue | osses under the PITL and the B&CTL woul d depend on enpl oyers who
i ncur qualifying child care expenses and are able to apply credits agai nst
avail abl e tax liabilities.

Actual tax data for 1995 taxabl e/income year indicate that there were $7
mllion in applied credits (excluding prior year carryovers). The above
esti mates were based on budget year projections made for the credit under
current law, adjusted for the |larger cap (66%increase from $360 to $600).
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